This deals with the investigation of the relationship between financial development and income inequality in case of Iran. In doing so, we have applied the ARDL bounds testing approach to examine the long-run relationship in the presence of structural break stemming in the series. The unit root properties have been tested by applying Zivot-Andrews (1992) and Clemente et al. (1998) structural break tests. The VECM Granger causality approach is used to detect the direction of causal relationship between financial development and income distribution. Moreover, Greenwood-Jovanovich (GJ) hypothesis has also been tested for Iranian economy.
Introduction
Higher economic growth with equal income distribution is a great matter of concern for all developing economics; those are trying to catch-up the growth path of developed countries, which is true for Iranian economy too. It has been verified by numerous empirical studies, for different countries, that for a developing country (in particular), which is trying to attain a high economic growth rate, that inequality on various grounds increases with the growth of an economy (Chambers et al. (2007 and , Baliscan and Fuwa, 2005) . Our observation on the Gini coefficient and GDP per-capita (see figure 1 and figure 3 respectively) provides a clue for such a situation to exist in Iran too. We find from Figure-1 that the Gini coefficient was increased initially and thereafter it has shown fluctuating trends. The correlation between economic growth and income inequality is positive i.e. 0.2691 and negative i.e. 0998 between financial development and income inequality. By looking into trend of GDP per-capita we observe that it has initially increased, then decreased and now again has moved up word.
Recognizing the problems associated with the increasing inequality, Iranian's government has taken various steps to combat with income inequality in order to mitigate negative consequences that might arise due to it. To combat with the inequality a prudential development of financial sector can be used as a big tool. Development and proper management of the financial sectors help in the faster and sustained economic growth. First, for example, easy access to financial resources boosts investment activities that directly increase the income of poor segments of population by generating employment opportunities.
Second, easy access to financial resources provides various opportunities and enables the poor segments of population among other to increase human capital formation by investing in education, health and various aspects of socio-economic development of their children and family members. Third, financial development reduces income and wealth inequalities and mitigates various problems, which arises due to increasing inequality of such type and so on and so forth. Last but not least, development and proper management of the financial sector might also be helpful in protecting the indexed income of the elite class via easy access to financial resources during the instances of high inflations since inflation is very harmful for those who earn fixed income as high inflation reduces their purchasing power.
However, as Greenwood and Jovanovich, (1990) argued that initially financial development increases income inequality but declines income inequality once financial sector matures. This seems to be holding of inverted U-shaped hypothesis between financial development and income inequality. There is another mechanism through which financial sector may improve income distribution which is known as "trickle-down effect". According to "trickledown effect", as economies expand, poverty is likely to be reduced but poverty reduction is likely to be adversely affected due to increased income inequality.
Income inequality is one of those problems that most of less developed countries have been facing for a long time. Slottje and Raj, (1998) showed that in South America and Asia, there is the worst income distribution while in Europe, income inequality is low. By a simple comparison between Iran and North Americas, Europe and Oceans in their study, it can be concluded that income inequality is high in Iran as compared to these regions. Over the years, it is observed that income inequality (Gini-coefficient) has fluctuated in Iran-(see Figure-1 ).
It can be seen that from 1971 to 1975 Gini coefficient in Iran was increased. One of the most important reasons for this was increase in oil shock. After that and until 1978 it decreased slightly due to increase in import and subsidies. From 1979 to 1988 Iran had faced with revolution, war and economical restriction which affected income inequality. From 1985 to 1987 income inequality increased which could be the result of decreasing in oil income. After this period, war is terminated and Gini-coefficient diminished till 1992 but in 1993 Iran faced with the high inflation and again it started to rise. Improvements in income distribution have also been seen after 1997. Figure ( 2) belongs to real GDP per capita in Iran. This figure shows that most of the time real GDP per capita has an upward trend in Iran. But we didn't see a downward trend in Gini-coefficient and better income distribution was in this period. 
Financial Development
As it can be seen from figure (2) , real GDP per capita rose before Iran's revolution, but after revolution it decreased. Revolution and war on the one hand and increasing in population on the other hand were the main factors for this decline. Increasing in production and diminishing in growth rate of population helped Iran's economy to increase its real GDP per capita in last decade of twentieth century and first decade of third millennium. This paper is structured as follows. Section-II, presents a brief review of literature on relationship between financial development and income inequality. Modeling, methodological framework and data collection are presented in Section-III. Section-IV deals with results interpretation, and Section-V draws conclusion and policy recommendations.
II: Literature Review
Over the last three decades, there is growing interest of researchers on analyzing the financial development and economic growth (Pagano, (1993 long run economic growth has been experienced by those economies which have well developed banking system. However, theoretical concern is unclear in this aspect. But, Kirkpatrick, (2000) showed the role of well-functioning financial system in mobilization of savings, resource allocation, and facilitation of risk management which in turn provides support for capital accumulation, improves efficiency of investment and promotes innovations in technology and hence contributes to economic growth. Similarly; Goldsmith, Our concern is to discuss the relationship between financial development and income to which poor people are unable to access the benefit of financial development. They argued that since poor individuals are not much educated and formal financial sector does not seem to prefer such un-educated or less-educated persons to offer loans and hence in many high income countries, financial sector has dualism in financial services.
Galor and Zeira, (1993) argued that access of poor entrepreneurs to financial resources enables them to start small to enhance their earnings. This not only reduces income inequality and hence declines poverty. On contrarily, Bourguignon and Verdier, (2000) noticed that since in almost cases, poor rely more on informal networks for credit hence, financial development would only benefit the rich class of the society and raises income inequality. Their results disclosed that financial development deteriorates income inequality and supported the existence of U-shaped relationship between both variables.
III-Modeling, Methodological Framework and Data Collection
The objective of this study is to examine the relationship between financial development and income inequality including economic growth, inflation and globalization are other potential determinates of income inequality in case of Iran. The general functional form of model is given below as following:
represents inflation, and t G is globalization. We have converted all the series into logarithm for consistent and reliable results. The log-linear specification provides better results because conversion of the series into logarithm reduces the sharpness in time series data (Shahbaz, 2010) . The empirical equation is modeled as following: 
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Where dummy variable is indicated by Clemente et al. 1998 ). If two structural breaks are contained by innovative outlier, then unit root hypothesis can be investigated by applying equation-8, as provided in the following model:
This equation helps us to estimate minimum value of t-ratio through simulations and the value of simulated t-ratio can be utilized to identify all break points if the value of autoregressive parameter is constrained to 1. For the derivation of the asymptotic distribution of the estimate, we assume that 0
by applying the largest window size. The assumption i.e.
is used to show that cases where break points exist in repeated periods are purged (see Clemente et al. 1998) . Two steps approach is used to test the unit root hypothesis, if shifts can explain the additive outliers. In 1 st step, we remove deterministic trend, following equation-8 for estimation as follows:
The second step involves search for the minimum t-ratio to test the hypothesis that 1   , using the following equation:
To make sure that the ) , ( min 
Avoiding traditional approaches to cointegration due to their demerits, we apply the structural break autoregressive distributed lag model or the ARDL bounds testing approach to cointegration in the presence of structural breaks in the series. The ARDL bounds testing approach to cointegration is preferred due to its certain advantages. For example, the ARDL bounds testing is flexible regarding the integrating order of the variables whether variables are found to be stationary at I(1) or I(0) or I(1) / I(0). The Monte Carlo investigation shows that this approach is superior and provides consistent results for small sample (Pesaran and Shin, 1999) . Moreover, a dynamic unrestricted error correction model (UECM) can be derived from the ARDL bounds testing through a simple linear transformation. The UECM integrates the short run dynamics with the long run equilibrium without losing any information for long run. The empirical formulation of the ARDL bounds testing approach to cointegration is given below: (17) Where,  is difference operator, s  are residual terms and D is dummy variable to capture the structural breaks stemming in the series 6 . Here, we compute F-statistic to compare with critical bounds generated by Pesaran et al. (2001) to test whether cointegration exists or not.
Pesaran et al. (2001) developed upper critical bound (UCB) and lower critical bound (LCB).
We use F-test to examine the existence of long run relationship between the variables following null hypothesis i.e. 0 : variables then there is established long run relationship between the variables that can be molded in following equation given below:
and t  is the error term supposed to be normally distributed. These long run estimates are computed using the ARDL bounds testing approach to cointegration when income inequality ( t IE ) treated dependent variables. This process can be enhanced by using other variables as dependent ones. Once, long run relationship is found between the variables, next is to test direction of causality between the variables following error correction representation given below: Where difference operator is indicated by (1 ) L  and ECT t-1 is lagged residual term generated from long run relationship while , , , , 
IV: Empirical Results and their Discussion
Stationary tests are among the most important tests to estimate regression with reliable coefficients. Stationary tests are also used to avoid spurious regression results. We have applied two tests for determining the stationarity properties of the variables. These tests are ADF developed by Dickey-Fuller (1981) and PP by Philips-Peron (1988). The null hypothesis of both tests reveals that there is unit root problem in the series. The results are of both are reported in Table- 1. It can be concluded that all the variables have unit root in level, because the calculated statistics are not bigger than the critical values confirmed by probability values and the null hypothesis cannot be rejected. The null hypothesis of unit root problem is rejected at the first difference. This shows that variables are found to be stationary at 1 st difference implying that variables are integrated at I(1). we cannot reject the null of unit root for these variables in level at 1% level but at 1 st difference, it is possible to reject null hypothesis of unit root for all the variables. (2) or beyond that order of integration. The computation of the ARDL F-statistic for cointegration becomes unacceptable if any series is integrated at I(2) (Ouattara, 2004) .
The assumption of the ARDL bounds testing to cointegration is that integrating order of the variables should be I(1), or I(0) or I(1)/ I(0). Our results reveal that all the series are integrated at I(1). Because of the same integrating order of the variables, the ARDL bounds testing approach to cointegration must be applied to test whether cointegration exists among the series such as income inequality ( Note: * and ** indicates significant at 1% and 5% level of significance. TB1 and TB2 show structural break point 1 and 2. Lag order is shown in small parenthesis.
Once integrating order of the variables is confirmed, we chose an appropriate lag order of the variables to apply the ARDL bounds testing approach to cointegration. We use sequential modified LR test statistic (LR), Final Prediction Error (FPE); Akaike Information Criterion (AIC); Schwarz Information Criterion (SIC) and Hannan-Quinn Information criterion (HQ) to choose appropriate lag order but we prefer to take decision about appropriate lag after using AIC as it provides reliable and consistent information about lag order (Lütkepohl, 2006) in the presence of structural breaks stemming in the mentioned series. between poor and rich in these years. Because, Iran reach to the higher oil revenue and it goes to industrial and services sectors, not agricultural sector. As a results, income of people who work in agricultural sector had a lower growth compared to others and income inequality increased. In 1984 government use a price adjustment and subsidies to decrease the income inequality that was have an upward trend because of war. Oil shock also affected economic growth in Iran. After finding cointegration between the variables, next round to investigate the impact of financial development, economic growth, inflation and globalization on income inequality.
The results of long-run relationship are reported in Table- After finding long run impacts of financial development, economic growth, inflation and globalization on income inequality, next round is to test their short-run dynamics using error correction method (ECM). Results of short run model are shown in Table- ) equations. It implies that shock . 
… …
Note: *, ** and *** represent significance at 1%, 5% and 10% levels respectively.
In short run, bidirectional causality exists between income inequality and economic growth.
The feedback effect is found between economic growth and globalization. The unidirectional causal relationship is found running from income inequality to inflation. Economic growth Granger causes financial development.
V: Conclusion and Policy Implications
In this study long-run and short-run relationship between financial development and income inequality has been investigated in case of Iran. We have applied the ARDL bound testing approach for long run and error correction model for short run dynamics. The structural break unit root tests have applied to test the integrating order of all the variables. Greenwood-Jovanovich, (1990) hypothesis which illustrates an inverted-U shape relationship between financial development and income inequality is also tested.
Our results indicate that unique level of integration of the variables and presence of long run relationship between the series is validated. Furthermore, economic growth impedes income distribution. Financial development reduces income inequality. Inflation benefits income distribution. Globalization also improves income distribution. Our analysis has proved the empirical presence of GJ (1990) hypothesis between financial development and income inequality while U-shaped relationship between globalization and income inequality in case of Iran.
As a result, to have a better income distribution, financial sector in Iran must be developed.
To reduce the gap between rich and poor, it is necessary to make it easy for entrepreneurs to reach the financial services. Expansion of capital market could be another remedy for Iran's economy. There can be numerous ways to expose the opportunities for better life to the poor's. Such as access to capital makes, the re-allocation of resources, technological innovation and proper human capital development, and last but not least giving proper attention to the financial sector. Access to capital market by poor and disadvantages might be helpful to them either by developing entrepreneurial skill and thus engaging them in productive activities and /or by allowing them to learn higher and quality education, particularly in the areas of science and engineering that would help human capital formation and innovation. Further, re-allocation of resources will help to increase income of the poor in the short run. The technological innovation and proper human capital development is very crucial for sustained long run growth path of an economy. Finally, proper attention of policy makers to the financial sector can prevent the mismanagement in the monetary and fiscal policy action and therefore save from a big disaster. Keeping the fact in mind that the main aim of public policy is to promote economic growth, create employment, and reduce poverty, the role of proper management of government policies should not be ignored. Policy makers need to pay a very great attention in initiating the reforms in the financial sector. It is expected that such reforms will surely have over all positive effects in the economic growth as well as development of society. Private players can also be given a great responsibilities and government should take steps which should allow private operates to operate without fear or undue political influence. Even if there is great practical relation between economics politics however, government should try not to take economic decisions based on political grounds but those should be taken on the basis of economic principles.
